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ALLOCATION OF RESOURCES IN THE SOVIET UNION
AND CHINA—1982

TUESDAY, JUNE 29, 1982

ConoGREss OF THE [NITED STATES,
SUBCOMMITTEE ON INTERNATIONAL TRADE, FINANCE, AND
Security Ecoxoyics oF THE JoiNt EcoNoyic COMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room 6226,
Dirksen Senate Office Building, Hon. William Proxmire (vice chair-
man of the subcommittee) presiding.

Present: Senator Proxmire. :

Also present: James K. Galbraith, executive director; Richard F.
Kaufman, assistant director-general counsel; Charles H. Bradford,
assistant director; and Kent H. Hughes, professional staff member.

OPENING STATEMENT OF SENATOR PROXMIRE, VICE CHAIRMAN

Senator Proxmire. The subcommittee will come to order.

I’'m pleased to welcome Lt. Gen. James A. Williams, Director of the
Defense Intelligence Agency, to the start of this year’s hearings on the
Allocation of Resources in the Soviet Union and China.

General, I have seen your prepared statement and I want to con-
gratulate you on that statement, both for its high quality and the fact
that it is unclassified, which is very helpful. That will enable us to re-
lease it shortly after today’s hearing.

Of course, the ultimate consumers of your best estimates and anal-
ysis must be the Members of Congress and the general public, and I
view it as critical to my role to be able to help raise the level of dis-
gssion and the public dialog concerning the Soviet Union and

hina.

WORKSHOP ON SOVIET MILITARY ECONOMIC RELATIONS

This year we want to pay special attention to the Soviet defense sec-

- tor and the way it interacts with the economy. As you know, I have

scheduled a workshop on Soviet military economic relations, to take

place next month. The discussion that takes place in the workshop will

be relevant to the issues discussed today and later when the CIA
testifies.

Finally, I want to discuss with you this morning whether Ameri-
cans, and we in Washington in particular, have a correct perception
of the state of the Soviet economy. We hear a lot about the burden of
defense and economic slowdowns and the many serious inefficiencies
in the Soviet economy. Some people talk about a Soviet system that is
not working and may already have entered a crisis. So I wish you
would consider as you present your testimony the following questions:

1)
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First, is the Soviet economy in crisis or about to enter a crisis?

Sécond, is it so weak that it would become unstable or even collapse
in the foreseeable future?

Third, does the slowdown in growth mean that there has been no
further developments and even a deterioration of conditions and stand-
ards of living from a Soviet perspective? Or is there just a slowing
down in the rate of improvement ¢ o

I notice, for example, you show personal income rising in the latest
year. While we don’t have GNP statistics that are comparable to ours,
our gross national product and that of Western European countries
in the last year or so is stagnant or even declining.

General, you can proceed with your testimony and then we will have
some questions.

STATEMENT OF LT. GEN. JAMES A. WILLIAMS, DIRECTOR, DEFENSE
INTELLIGENCE AGENCY, ACCOMPANIED BY JOHN J. DZIAK, SPE-
CIAL ASSISTANT FOR SOVIET MILITARY-POLITICAL AFFAIRS;
FRANK E. DOE, JR., ACTING CHIEF, SOVIET INDUSTRIAL ECO-
NOMICS SECTION; JOHN B. MALLON, CHIEF, ASIAN ECONOMICS
SECTION; ALAN S. YURIDITSKY, CHINA MILITARY/POLITICAL
SPECIALIST; AND RONALD DAVIS, CHIEF, WARSAW PACT ECO-
NOMICS SECTION

General WirLiams. Thank you very much, Mr. Vice Chairman.

It is a pleasure for me to represent DIA before the subcommittee
for this year’s hearing. I have brought with me individual experts so
that we can address in detail some of the questions that you have pre-
sented and some that I anticipate you might ask. Also, I have slides
that I will be using to supplement my testimony.

[Slide 1 follows:]

DIAB333E



General WirLianms. My testimony today will cover Soviet and Chi-
nese military economic trends. I will highlight the key points of the
background paper provided to you last week. This testimony is pre-
sented at the “SECRET” level. The list of witnesses accompanying me
is included in the material before you.

As we stated last year, Soviet and Chinese leaders have reacted to
their changing situations in divergent ways. These differences are con-
tinuing. I will cover the Soviet resource allocation trends first.

[Slide 2 follows:]
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SLE 2

General WrLLiams. Last year was a weak beginning to the Soviets’
11th 5-year plan. The negative developments of the late 1970’s have
continued to place serious pressures on the economy. Because of these
pressures the Soviet leadership is now faced with a serious resource
allocation dilemma. Keenly aware of the intimate relationship between
the military and the economy, Soviet leaders realize poor economic
performance has the potential to seriously constrain their actions.

Despite these problems, we see no change to the rising trend in de-
fense expenditures in the past decade. The increasing burden of these
outlays in 1982 will conflict with Soviet goals for securing economic
growth at rates fulfilling both domestic and foreign requirements.

" [Slide 8 follows:]
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General WiLiams. While the Soviet economy has been growing, the
increases have generally been lower each year. Preliminary estimates
for 1981 and early 1982 indicate growth has remained below 2 percent
annually. As a result, economic growth, as measured in the Western
sense, is at a postwar low, particularly when adjusted for reduced
quality of output and supply irregularities.

Senator Proxmire. Incidentally, do you have figures on the GNP
that you just showed? Do you have the rate of growth? Do you also
have the figures?

General WrLLiays. We can supply them, sir.

Senator ProxMIre. Fine. We appreciate that.

Are the GNP figures comparable to our ficures, roughly?

General WirLianms. I don’t know, sir. I will have to ask one of my
experts. :

Mr. Dok. Yes, sir. We adjust the Soviet data to a consistent Western
definition of gross national product.

Senator Proxmire. Thank you.

[The following information was subsequently supplied for the
record :]

SOVIET GROSS NATIONAL PRODUCT

fIn bilions of rubles]

" Pescent
1980 1981 change

Indexed from 1970 (in constant 1970 ruble prices) 525 534 18
Estimated from Soviet national income data (in CUrreNt Prices) ..........urmmeemeeereserererscenes 625 645-655 3.2-4.8
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General WirLiams. Poor performance in several key sectors during
1981 has been responsible for furthering this decline. According to
the somewhat overstated official data shown here, even the modest
goals set for the first year of the new 5-year plan were not met,
calling into doubt the goals of the remaining periof.

[Shde 4 follows:]

Soviet Economic
Performance - 19817
(Official Soviet Data)

PLAN GOAL ACTUAL RESULT

NATIONAL INCOME (PERCENT) 34 32
INDUSTRIAL OUTPUT (PERCENT) 4.1 34
AGRICULTURAL GROSS
OUTPUT (PERCENT) 15 2.0

OIL (MILLION TONS) 610 609 (-0.2%)
GAS (BILLION CUBIC METERS) 458 465 (+1.5%)
COAL (MILLION TONS) 138 704 (-5%)
ROLLED FERROUS METAL (MILLION TONS) 109.2 - 103 (-6%)

. STEEL PIPE (MILLION TONS) 18.5 18.3 (-1%)
HOUSING (SQUARE METERS) 1089 106 (-3%)

DIAB730E
SLIE 4

General WrLLiams. As a result, formal approval of the 5-year plan
was delayed while major revisions were made. In his speech hefore the
party’s central committee plenum in November of last year, General
Secretary Brezhnev cited the serious food situation, industrial short-

ages, and increased international tensions as reasons for these changes.
[Slide 5 follows:] .
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General WirLiams. These new goals reflect a sober reassessment in
the face of a very serious economic situation. The final civilian eco-
nomic goals are generally at the lower end of the original guidelines.
This illustrates Moscow’s lowered expectations for growth in the im-
mediate future. Should the current difficulties persist, however, even
these revised goals may be optimistic. Already the 1982 plan goals are

inconsistent with the 5-year plan.
[Slide 6 follows:]
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General WiLLiams. A 4-percent cut in total planned investment for
the 5-year plan, to 700 billion rubles, was among the most important
revisions. This reduction signifies the extremely difficult decisions
Moscow has been forced to make. Not only has total investment been
reduced, but declining productivity of new capital means lower eco-
nomlic returns. Furthermore, certain key sectors need more investment,
not less.

In the case of energy this need has been recognized, and investment
in gas, oil and coal will be increased 50 percent above the last 5-year
plan. In contrast, investment in housing, transportation, and other
social infrastructure has apparently been cut back.

The precise details concerning allocations between the agroindus-
_ trial sector versus heavy and defense industry are not yet available.
However, evidence from the May 1982 central committee plenum sug-
gests no shift in the traditional high priorities for heavy and defense
industrial production. . ’

[Slide 7 follows:]
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. General WiuLrams. Shown here are some of the major factors caus-
ing the Soviet economy to falter. In addition, two unprecedented de-
velopments have occurred that have greatly compounded Soviet eco-

nomic problems: a third major crop failure and the crisis ; .
[Slide 8. follows:] ! P n e crisis in Poland
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General Wirriams. The third consecutive grain crop failure, last
year being the worst of the three, is a major reason for the economic
deterioration in 1981. The grain problem has combined with poor po-
tato and sugar beet crops. As a result, a food crisis has developed. The
severity of the current grain shortfall was demonstrated by the So-
viet’s failure to publish 1981 grain harvest results. In addition, the

outlook for the 1982 crop is steadily worsening.
[Slide 9 follows:]
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General Wruriams. The food crisis is spilling over into virtually
all sectors of the economy. In addition to the obvious problems for
consumers, food shortages have reduced worker incentives, thereby
lowering labor productivity and slowing industrial output. At t-h,e
same time, the need for huge food imports is weakening the country’s
hard currency position. In addition, transportation is being disrupted
by the priority given to food shipments.

[Slide 10 follows:]
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General WiLLiams. The other shock to the Soviets has been the
Polish crisis. The events in Poland are having a very disruptive im-
pact on the Soviet economy as well as the rest of Eastern Europe.
Soviet planners have had to contend with these major disruptions.

[Slide 11 follows:]
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General WmLLianms. At the same time, the Soviet Union has been
attempting to underpin the failing Polish economy with its own and
other East European economic ald, now placed at about [security
deletion]. They have provided hard currency loans, ruble credits,
and above-plan shipments of oil and other raw materials [security
deletion].

[Slide 12 follows:]
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General Witriams. Underlying many of the Soviet problems is
declining growth in worker productivity. Food shortages, lower
standards of living, and a system which provides few incentives are
key factors in this trend. These developments are threatening to
undermine the regime’s attempts to stimulate economic growth by
improving worker output. The sharp drop in 1979 was due to an

unusually severe winter.
[Slide 13 follows:]
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General WiLLiams. Low labor productivity, supply shortages and
transportation bottlenecks have further reduced the growth in indus-
trial output. This growth rate has been in a downward trend through-
out recent decades.,

[Slide 14 follows:]
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General WirLiams. It is only in the area of energy that Soviet pros-
¥ects are somewhat brighter. Soviet rescrves of natural gas are plenti-
ul. As shown here, gas production is expected to continue to grow by
roughly 7 percent annually through 1985.
[Slide 15 follows:]
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General WirLLiams. Oil production is expected to rise slowly through
1985 and level off during the late 1980’s. Oil and gas exports are the
country’s major hard currency earners.

[Slide 16 follows:]
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General WiLLiams. The severe hard currency shortage which the
Soviet Union has been experiencing since late 1981 complicates re-
source allocation issues. The major reasons for this development are

shown here. ,
[Slide 17 follows:]

Causes of Hard
Currency Shortage

¢ GRAIN AND FOOD IMPORTS

® AID TO CLIENT STATES (CUBA,
POLAND, VIETNAM, AFGHANISTAN)

- ® LOWER PRICES FOR OIL, GOLD,
MINERALS

o TIGHT WESTERN CREDITS

DIABBS7E

SrE 17



17

General WiLniams. The current tight financial conditions are not
viewed by the Soviets as being shortlived. This is most evident in Mos-
cow’s requests for very concessionary terms on machinery and plant
purchases and in efforts to develop domestic sources of imported in-
dustrial components. The impact of this situation has also been felt
by Soviet client states. There have been cuts in food and oil aid ship-
ments to some client states and there arc indications that Moscow has
informed [security deletion] that [security deletion] is at its aid
limit, now about [security deletion] annually.

[Slide 18 follows:]
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General WiLLiams. The issue of hard currency earnings is a critical
one as Soviet planners seek ways to finance imports. The willingness of
Western governments to back loans and credits will be key, particu-
larly if oil and gas prices remain stable or weaken further. This makes
increasing gas exports to western Europe in the mid-1980’s more im-
portant. An all-out effort is going into pipeline projects and the first
stages could be completed by late 1983. When the pipeline is opera-
tional gas exports will earn at least an additional $5 billion annually.
These earnings will help meet major cconomic goals in the late 1980%.

Agreements for the sale of Soviet arms in 1981 totaled about $8
billi&)n, and future increases should help to finance imports of Western
goods, ‘

[Slide 19 follows:]
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_ General WiLLiams. An increasing share of hard currency earnings
is being spent to compensate for the failures of agriculture. As a result
of poor grain harvests, food imports, half of which are grain, have

increased to more than twice the level purchased in 1979,
[Slide 20 follows:]
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General WirLiams. However, further increases may be constrained
by the shortage of hard currency. The Soviets are currently forced to
seek costly short-term credits from the international financial commu-
nity. Although loans will allow the Soviets to extend their supply of
hard currency, the present high interest rates add substantially to the
cost of imports.

Should these conditions persist, Moscow would face the problem of
an increasing share of imports going to food purchases and an increas-
ing debt service requirement. Already the resulting competition for
foreign exchange has been felt by imports of Western goods destined
for industry. These products embody higher Western levels of tech-
nology and their acquisition has been a high priority for the Soviet
leadership.

[Slide 21 follows:]
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General Wiriams. The Soviets remain committed to acquiring
Western technology as a means for improving economic performance.
More reliable, sophisticated Western technology has made large con-
tributions in some sectors of industry.

Through imported technology the Soviets have been able to reduce
their engineering risks, research time, and production costs. Soviet
industrial specialists have stated that without Western imports certain
products, such as high quality fertilizers, drill bits, and third-genera-
tion computer technology, would never have been produced.

On the other hand, Moscow is increasingly concerned that heavy
reliance on foreign technology has created an ongoing dependence on
these Western products. In response, the Soviets have placed renewed -
emphasis on domestic research capabilities. As yet, however, the lead-
ership has not carried out the basic reforms necessary to encourage

technological innovation.
[Slide 22 follows:]
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General WiLtiams. There are three major branches of industry in
which the key role of Western technology imports is most evident.
These are the machinery, chemical, and electronics industries. Half of
total hard currency imports during the 1970’s went to these industries.
Of this amount, approximately a third was financed by low interest
credits and loans backed by Western governments. Moreover, for a
number of major projects 80 percent financing was provided by the
XVest. These branches are closely integrated with Soviet military pro-

uction.

In recent years there have becn a large number of instances where
goods imported from the West went into or supported the production
of defense related items. These instances include the Kama River
truck plant, where $1.5 billion of United States and West European
automotive production equipment and technology has been used to
produce military trucks. This has occurred despite explicit assurances
to the contrary.

These vehicles are now in use in Afghanistan and in Soviet military
units opposite NATO forces in Europe. Use of these trucks increases
military transport capacity by roughly 60 percent compared to older
Soviet trucks.

Another instance involves the Soviet purchase of two huge floating
drydocks. This was a major advance for Soviet drydock facilities.
These are the only drydocks capable of serving the new [security de-
tetion]. Furthermore, these drydocks are so large that no Soviet ship-
yard could have constructed them without very costly modifications.

Once again, despite assurances that the western products would re-
main in the civilian sector, the Soviet military has been given direct
support. Soviet [security deletion] have used these drydocks for
repair.

[Slide 23 follows:]
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General WrrLiams. Improved technology is especially important, to
the Soviets as they are placing increasing emphasis on quality im-
provements. This emf)hasis will only heighten their need for Western
products, particularly highly proguctive robotic technology, large
capacity jet engines, and computer software, during the coming period
of economic stagnation.

[Slide 24 follows:]
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General Wirriams. In spite of widespread economic problems in
1981, Soviet data indicate the value of output in the machinery sector,
the source of military hardware, continued to grow at a very rapid
rate. The defense related portions of this sector have the highest

growth rate in Soviet industry and account for a rising share of total
machinery output.

[Slide 25 follows:]
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General WiLLiams. The trends in Soviet military production meas-
ured in physical quantities are basically consistent with the value data
for defense machinery ministries.

As 'this slide shows, some systems were produced at lower rates in
1981 than during the previous year. These military production quan- 1
tities vary over time as systems are modified and newer systems re-
place older ones. However, the general trend is toward more sophisti-
cated and larger systems that require longer research, development,
and construction times and greater inputs of resources. Those systems
that increased were, on balance, more expensive and more numerous
than those in decline, and the mix of systems within the categories
tended toward newer, more expensive models. The net result was a rise
in the quantity of resources used and the value of military production )
in the year 1981. : :

[Slide 26 follows:]
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General WiLLiams. Based on the evidence available, this growth
trend is likely to continue. The 11th 5-year plan indicates the tradi-
tional high priority for military related industries will be maintained
in the future. The 43-percent increase shown could understate future
growth in military procurement. Preliminary and incomplete data on
the uses of machinery output imply an increase in military procure-
ment of roughly 50 percent by 1985. — —

[Slide 27-follows :ﬁ)
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General WiLLiams. In addition, a vigorous military research and
_~"development effort is producing designs for increasingly sophisticated
"~ weapons. [Security deletion.] We also see continued growth in defense

industry floor space which will provide the capacity to accommodate
future production increases.

The continued slowdown in economic growth means that the rising

trend of military expenditures is placing an increased burden on the
civilian economy. The most recent DIA estimate 1s that the share of
gross national product presently allocated to defense needs has risen
to between 14 and 16 percent when calculated in current prices. We
expect this burden rate to increase further as the decade progresses.
[Slide-28 follows:]
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General WiLLiams. The true economic impact of these outlays is
rising as resources become less available. While a percentage point of
economic growth was not critical during the 1960’s and early 1970’s,
the continued allocation of the highest quality goods to the military
in the future could make the difference between some growth and none
at all. The Soviet leaders have not yet resolved this dilemma but have
maintained the_gnilitary’s preferentia : t in the allocation of
resources.

enator Proxmire. Before you get into the Chinese part of your
presentation, General, let me ask you some questions about the Soviets.

General WiLuzams. Certainly.

DIA AND CIA SAY SOVIET EMPHASIS ON DEFENSE HURTING THEIR ECONOMY

Senator Proxmire. For years your agency and the Central Intelli-
gence Agency have been telling us that the Soviet emphasis on defense
is hurting the rest of their economy and that a large part of the slow-
down in goals can be attributed to the priority given to defense. Do
you agree with that view?

General WirLianms. Yes, I do agree with that view, Senator. Every-
thing that we see indicates that there are increasing shortages of con-
sumer items in the Soviet Union. The simple inspection of stores, not
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only in Moscow, but in other places, shows that there are long lines
and that the living standard of the average Soviet citizen, which rose
modestly through the 1960’s and 1970’s, has somewhat leveled out,
reached a plateau and may even be deteriorating. The impact on every-
day life is evident.

Senator Proxmire. Is there a concern within the Soviet Union,
within the Soviet policy circles over the military burden? And is the
concern growing? And how do Soviet leaders view and rationalize it?

General WiLLiams. I am not an expert on Soviet psychology, so I
hesitate to say how they rationalize it, but I believe they are concerned.
However, when we look at the way the Soviet leaders view the world,
I believe it is obvious that they fully intend to maintain their historic
preoccupation, if you will, with a strong Soviet Union, a strong mother
comiglry capable of defending itself from what they see as a hostile
world. :

They also fully intend to export their ideology when the oppor-
tunity presents itself. Traditionally, they have not been good at export-
ing their ideology through economic aid and support for the econ-
omies of other countries, but they are quick to support it with military
assistance, and they will maintain the industrial base to do that. -

_ Senator Proxmire. I would like to return to my questions I raised
An my opening remarks.

SOVIET ECONOMIC GROWTH

Many observers, including a member of the staff of this subcommit-
tee, who returned from a recent visit to the Soviet Union report that
while it is true the Soviet economic growth is slowing down and there
is virtually no chance that planned targets will be met this year, there
are no signs of a crisis, a deterioration of general economic conditions.
Is the Soviet Union in or about to enter an economic crisis in your
judgment ?

General WiLriams. If you are talking about a erisis in what I regard
as typical Western terms where there 1s a run on the banks, the banks
close and a lot of people are out of work like we had in the 1930’s, I
don’t believe the Soviets will approach that. An economic crisis in the
Soviet Union would involve their capability to manage the transport
system because they have not allocated their resources in the proper
way, even though they do have the right resources, the inability to
produce the grain to supply their people, the concomitant shortage of
animal feed because they don’t have the right grains, and shortages of
food supplies which show up in the store.

I believe they are in the early stages of that kind of crisis, but I
would like to have one of my experts address that more fully.

Senator Proxmire. Before he does that, by a crisis I would agree
with you. They don’t have a run on the banks because they have a dif-
-ferent system than we have here. On the other hand, I would think that
a crisis might manifest itself in strikes, slowdowns, and a degree of lack
of cooperation on the part of labor and farmers and others who are
bitter about hardships.
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General WirLiams. I think in those terms, yes, sir, it reinforces my
belief that they are in the early stages of a crisis. We see evidence of
declining worker productivity, increased use of alcohol among the
workers, and a greater reliance upon the private sector to produce the
food that is available in the cities.

Senator Proxmire. How about the strikes or work stoppages?

General WirLianms. That’s difficult to judge. In 1980, food shortages
triggered work stoppages at the Togliatti and Gorkiy auto and truck
plants, and similar incidents reportedly continue to occur in other
regions.

Senator Proxmire. How do they measure the increased use of liquor ?
I would think that would be one thing that in a Communist state, a
totalitarian state there would be a degree of control. Do they have
bathtub gin? Do they make their own liquor out of a contraband, un-
derground operation ?

General WiLLiams. You can buy liquor in the Soviet Union. I don’t
know how they regulate its use. We rely basically on the figures that
they release, on the complaints that we see in their press and on party
statements on the need to control hooligans and things like that. As
you read between the lines and judge what the official party organs
say, you can tell pretty much where the crisis areas are.

Senator Proxmire. How about a Polish type crisis where they
couldn’t pay their foreign debts?

General WiLriams. I believe the Soviet crisis, if it occurred, would
be [security deletion].

SOVIET GOLD PRODUCTION AND NATURAL GAS PRODUCTION

Senator Proxmire. Isn’t the Soviet economy, maybe because of their
gold production and their natural gas production and so forth, at a
fairly strong foreign exchange position ? .

General WirLiams. I would like to ask somebody else to answer that
one, sir, if I may.

Mr. Dok. Yes, sir. Historically, the Soviet Union has been in very
good shape compared to the remainder of Eastern Europe from a for-
eign currency standpoint. The problems that they are beginning to
run into have included a drop in the price of oil and a very sharp drop
in the price of gold relative to 2 years ago. Given the increased demands
for supporting their client states, as well as their increase in imports
of grain, they are now suffering from a fairly severe hard currency
shortage. .

Senator Proxmire. Is there any evidence that if this continues, if
oil prices stay down and their crop failures continue that they are
going to be in a position where they will have to default or will be
unable to buy what they need from abroad ?

It seems to me that a lot of this analysis of agricultural difficulties
depends on the assumption that they can’t import. Aslong as they have
that foreign exchange they can and will, and have in the past.

Mr. Dok. Yes, sir. They will continue to import. The problem may
be what the mix of those imports happens to be. If they have to spend

11-260 0 - 83 - 3
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more than half their hard currency earnings on grain, that obviously
leaves less for machinery and equipment, and that historically has been
their major import from the West.

Now as we move into the mid-1980’s it may well come about that the
Soviet debt service ratio, that is, the percentage of their total hard
currency earnings they have to use to pay off debts, will be rising. Tt is
now in the midteens as a percentage. This will be rising toward the
25-percent Jevel and then above, depending on the performance of the
agricultural sector. '

Eventually they could approach the sitnation in Eastern Europe
where you have some countries that spend more than half of their
annual hard currency earnings to service their debts.

Senator Proxmire. Eventnally is a long time. T take it that vou are
not contending—or are vou?—that there is a real possibility.that the
Soviet Union may be put in a position where they simply cannot con-
tinue their military buildup and would have to curtail it to a consider-
able extent.

Mr. Dor. That is not on the immediate horizon,

Senator Proxmire. Thank you.

General WriLLiams. Senator, I would like now to shift my focus to a
gtili?f discussion of the economic trends in the People’s Republic of

ina. :

SOVIET ECONOMIC CONDITIONS AND STANDARD OF LIVING

Senator Proxmire. Before you do that, I did want to ask some more
questions. I want to make sure I understand the economic conditions.
Are the economic conditions and standard of living getting worse or
are they improving more slowly than has been planned ¢

What you showed was an increase in personal income and an increase
in gross national product, but at a very definitely, clearly retarded
rate. That would suggest conditions may be getting better, or it may
not. because I didn’t have a per capita analysis of that.

Mr. Dok. Given that the population of the U.S.S.R. is increasing on
the order of 1 percent per year, and our best measures of GNP growth
approximate that same rate. there is not a significant, observable de-
cline in the average standard of living. There is, of course, variation
by region, with some areas being in the midst of an absolute decline in
their standard of living while others are still obtaining appreciable
improvements in the standard of living.

Overall there has been at best no change in the last 2 or 8 years, and
given supply irregularities and shortages, the increasing amount of
time people have to spend in lines, perhaps from a total quality-of-life
standpoint, yes, the standard of living has probably declined.

Senator Proxmire. Well, you showed a 8-percent increase in 1981,
the latest year, in personal income. Say you have an annual increase
in population of about 1 percent. That would indicate a per capita
real increase which was very low, but nevertheless positive rather than
negative.

Mr. Dok. The figure to which I think you are referring is a Soviet
measure of total economic output, called national income, but that is
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not the same as personal consumption. It is basically Western style
GNP minus services such as education and health. That is in Soviet
current prices which are overstated. There is an ongoing rate of in-
flation in the Soviet Union of between 1 and 8 precent, and what that
- 3.2 percent growth rate indicates is that there was nearly zero change
in per capita national income in real terms.

LACK OF PROGRESS TOWARD REFORM IN THE SOV1ET AGRICULTURAL SECTOR

Senator Proxmire. General, you mentioned the lack of progress to-
ward reform.in the agricultural sector during the recent special meet-
ing of the Communist Party Central Committee in May. One explana-
tion is that as Brezhnev’s departure becomes more imminent and ap-
parent the political struggle to replace him has already begun; in
effect the political transition has started and economic reforms will be
postponed until the transition is completed. Can you comment on this
interpretation and give us your view?

General WiLrians. I think that is entirely consistent with what we
are saying, because of the uncertainties over which way the Soviet
Government wants to move and who is going to supply the impetus.
Any time you get group leadership there 1s going to be a certain
amount of jockeying. But we would still expect that if there had been
some progress the plans would have been published on time and the
figures would have been more consistent with their stated goals.

Yes, I think that that statement is probably true and I agree with it.

SOVIET OIL PRODUCTION

Senator Proxmire. Soviet officials are saying that oil production
will increase modestly, according to plan, through 1985 and through
1990. Now that is contrary to some U.S. estimates in predicting a down-
turn in oil production in the early 1980’s. What is your view?

General WiLLiams. We have had quite a discussion with our col-
leagues at CIA on that, and I think you will see modest improvement
probably through about 1985 and then it will begin to level out.
“—Senator Proxire. That depends, 1 take it, on developments which
we can’t foresee perfectly, obviously, because they may have further ex-
ploration successes or failures.

General Wirriams. The problem is, Senator, that the only areas
where they are likely to have a significant find are in the areas that
are very difficult to exploit, and whether they get anything significant
out of those is a matter of great speculation. The Siberian areas are aw-
fully difficult for extraction.

FALLING PRODUCTIVITY OF SOVIET CAPITAL

Senator Proxmire. Your prepared statement discusses a falling
productivity of capital and the fact that although the value invest-
ment has been rising in increments, the capital stock in some sectors
is falling in real terms. This means that there is inflation in the indus-
trial sector despite Soviet official statements to the contrary. You in-
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dicated a minute ago that there was that inflation. How much hidden
inflation is there in the Soviet economy in industrial production ? Is it
about 1 to 3 percent ?

General WiLLiams. I personally believe it is about 1 to 3 percent, but
I will defer to Mr. Doe on that one.

Mr. Dok. Of course, the rate of inflation varies from sector to sector.
You will find that inflationary pressures due to real cost increases
are highest in those raw material sectors where essentially they are
running into more trouble extracting the same amount of resources.
For example, in the energy industry you have cost increases on the
order of 4, 6, or more percent per year.

Senator Proxmire. My question is directed especially at industrial
production rather than mining.

Mr. Doe. Machinery and equipment ?

Senator Proxmire. That is correct.

Mr. Dok. In the machinery sector, what you have is a Soviet meas-
ure of output that is biased upward because of the nature of their
pricing system and the nature of the measure they use to evaluate
changes in output. The real increases in output in the machinery sec-
tor are on the order of 2 to 4 percent below what the Soviets publish.

Senator Proxmire. Thank you.

RATE OF INFLATION IN THE SOVIET MACHINE BUILDING SECTOR AND THE
RATE OF GROWTH IN DEFENSE PRODUCTION

I understand there is disagreement among analysts over the rate
of inflation in the machine building sector where military hardware
is production. Of course, variations in the rate of inflation will influence
estimates of real output. What is your estimate of the rate of infla-
tion in the machine building sector and the rate of growth in defense
production over the past 10 years?

Mr. Dok. The rate of growth in costs and prices in the machinery
sector is on the average around 3 percent. The indications are that the
military portion of machinery output, that is, hardware, is increasin
in cost and price at a rate of a little above that. [Security deletionﬁ

Senator Prox»ure. Is it correct that the rate of growth of defense
Pproduction has been slowing down ¢

Mr. DoE. That’s a very difficult question to answer. The nominal
rates of growth inthe Soviet data, as they publish that data, have been
slowing. They have been slowing throughout their entire economic
system. Our estimates in constant 1970 prices, which is the best way
to measure real trends, show that [security deletion] although there
was a deceleration, as older systems were phased out, recently there
has been a resurgence in the rate of growth.

Senator Proxmire. Let me ask you this. Is the rate of defense pro-
curement slowing down over the past 10 years?

Mr. Dok. [ Security deletion.]

Senator Proxmire. That it is [security deletion].

Mr. Dok. Nineteen seventy was a very high rate of growth period.

Senator Proxmire. What is the trend ¢ If those were unusual years,
what is the trend over that time?
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Mr. Dok. Over about the past 15 years we have seen an annual aver-
age rate of growth in constant prices of Soviet military procurement
of about 4 percent a year.

Senator Proxmire. What does that imply about inflation in that
sector ¢

Mr. DokE. As an independent measurement, I would estimate “infla-
tion”—and that’s not an easy term to define and apply to military sys-
tems because it really encompasses cost increases on new weapons.

Senator Proxmire. About 3 to 5 percent a year?

Mr. Dok. Yes, sir.

Senator ProxmIre. In other words, that would be higher than the
rest of the economy.

SIBERIAN NATURAL GAS PIPELINE

Now there has been a great deal of public talk about the Siberian
natural gas pipeline, and there has been a difference of opinion, both
the administration and Congress, on that. Some feel that that pipe-
line could be of a very considerable value to the Soviet Union and that
we might have an opportunity to impede the construction of the pipe-
line to some extent and it would be in our interest, since the Soviet
Union is our principal adversary in the world, to do so, and particu-
larly since the foreign exchange they can develop through developing
a pipeline might also give them an advantage in procuring absolutely
essential materiel that they need, and equipment that they need, for
the production of military hardware.

Now as I interpret your statement about the Siberian natural gas
pipeline to Western Europe, your estimate is that it is already under
construction and gas delivery commitments will be met by the end of
1984. Is that correct ?

General WirLiams. That is correct, sir.

Senator ProxMIRE. As you know, the White House recently ordered
new restrictions on the transwer of technology from the United States
and from U.S. subsidiaries in Europe to the Siberian pipeline. If this
technology is denied to the Soviets will it prevent completion of the
pipeline by the end of 1984 ¢

General WirLiams. I believe it will delay, but T don’t believe it will

revent it.

Mr.Ron Davis is knowledgeable on Soviet oil and gas.

Senator ProxM1re. The question was, Would that prevent its comple-
tion by the end of 1984. T should have put it perhaps a little differently.
Will it delay it until after the end of 1984 %

Mr. Davis. The original design concept would be prevented, in effect.
They will take a different approach. By this I mean the Soviet Union
already has been exporting natural gas to Western Europe via a pipe-
line system. This pipeline system has some additional capacity. That
capacity can be increased by technical improvement. The Soviet Union
produces small-sized compressors. Of course, the Soviets continue to
import, Western and Japanese pipe. So that, in addition to what
they produce themselves, most of the pipe itself will continue to be
imported.
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'

They have a very elaborate and complete pipeline system that runs

from Siberia to Eastern Europe and Western Europe. This can be
improved and enhanced. So some additional, substantial amount of
natural gas can be provided in this timeframe that you are discussing,
but this would not be the volume and obviously the value that had
been originally planned for and agreed upon preliminarily.
. Senator Proxumrre. Roughly what would be the difference in volume
if our restrictions are successful, as we would hope they would be, and
we prevent the transfer of technology that would enable them to
develop the pipeline to the fullest extent that they expect to develop
it in 1983 and 1n 1984 ? How much would it cut it? Would it cut it by
half? by 25 percent? by 10 percent? what?

Mr. Davis. I do not have that information with me. It would be
very dependent on certain key assumptions as to certain deliveries and
financing that had been originally contemplated. It would vary ac-
cording to certain scenarios.

Senator Proxmire. At any rate, the effect would be to have some
perhaps significant reduction at the end of 1984, but it would be de-
layed rather than permanently limited ; is that correct ?

Mr. Davis. Yes, sir. That is the DIA position on that issue.

General WriLriams. Mr. Vice Chairman, I would like to volunteer
to do some more research on that one and come back with an answer
to that question. :

Senator Proxmire. We would appreciate that. That is a matter of
concern not only to the President, of course, but for us in the Congress,
and we would like to get as much information on that as we can.

[The following information was subsequently supplied for the

record :]
U.S. PIPELINE SANCTIONS

Estimates are that the initial volume of gas contracted to be delivered to
Western Burope by the end of 1984, via the new pipeline, is no more than 5 to 7
billion cubic meters (m®). The highest annual volume to be carried by the pipe-
line to Western Europe (3-8 billion m® is expected to go to Eastern Europe) is
20-26 billion m®/year and will not be reached until the mid-to-late 1980’s, after
all planned compressors have been installed. The buildup in capacity will be
gradual.

The pipeline itself will almost certainly be in place by the end of 1984. The
Soviets have no problems with pipe imports from the West, and they are ex-
perienced pipelayers. [Security deletion.]

The existing natural gas pipeline system which runs from the U.S.S.R,, through
Czechoslovakia, to Western Europe is currently operating at an estimated 10-13
billion m?® under capacity, annually.

We estimate that U.S. sanctions could possibly delay the achievement of the
pipeline’s initial, designed throughput capacity by as much as six months. How-
ever, since the new pipeline with at least a few of its compressor stations will
have been installed by the end of 1984, we believe that its capacity at that time,
supplemented by existing, unused pipeline capacity, should more than suffice in
meeting the planned delivery of 5-7 billion m® of gas to Western Europe.

Senator Proxmire. What is your estimate of the longer term effect
of the new restrictions on the Soviets? I guess you have answered that.
General WiLiams. Yes, sir, I think so.



35

WILL U.S. TRADE RESTRICTIONS AGAINST THE SOVIET UNION CAUSE IT TO
COLLAPSE OR CHANGE ITS MILITARY POLICY ?

Senator Proxmre. All right. Is it your assessment that a policy of
wm&m@%@

oviet Union will bring 1t to collapse or cause Moscow to change 1S
military policy ?

eneral WiLLiams. I do not believe it will cause it to collapse, and

over the short term I do not believe it will cause Moscow to change
its military policy.

Senator ProxMIre. Over the short term. What is the short term ¢

General WirLiaus. Five years.

Senator Proxyire. How about over 10 years? Could it do it over
10 years?

General WirLiams. You are approaching the limit of my crystal
ball, but we might have some impact at that point.

As the former director of estimates in DIA, I am always reluctant
to try and make a forecast out that far, even though our estimates ask
us to. We don’t understand, in many cases, the Soviet’s willingness to
endure hardship, or the willingness to put the necessary expenditures
into the military. '

Senator PROXMIRE. Wﬁh&m
to change their military policy ¢ That would seem to me to be a prin-
cipal purpose of it. IT we can’t get them to do that, what do we gain ?
We obviously lose some support from our friends and allies in Europe,
and we lose jobs in this country, perhaps.

General WirLiams. Yes, but we aren’t looking at it only in economic
terms. '

Senator Proxmire. That’s right, and I am not saying that we should
do that. I think that sacrifice of jobs here and of support in Europe
might be well worth the battle, but not if it is not goin
effect.

General WiLLiams. As an intelligence officer, it is my responsibility
to report the facts, but I will give you an opinion, which is outside my
realm of responsibility. As we attempt to fathom what is happening
to the Soviet economy and we see how they confront other problems
based upon the resolve of the West in political terms and our own mili-
tary trends, it seems to me that the approach that the West takes makes
their choices far fewer, and if we have presenfed them_ a difficuit eco:
nomic cholce over a Jonger period of time, then in fact we may have
some success. -

Of course, as you yourself said, we are not just dealing in the eco-
nomic area. I think that when we force them to make as many diffi-
cult choices as possible, therein lies the real crux of this dilemma.

-Senator ProxMiRe. Your agency places great weight on the fact that
the Soviet defense industrial base has been continually expanded by
increased floor space in defense industrial facilities. Do we know
whether the annual increases of floor space is actually being used, or
how it is being used for defense production? And if not, should we put
a question mark over the growth of floor space?

Mr. Dok. The Soviets expand their defense floor space for a number
of reasons. It is not always for [security deletion]. They have a very
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extensive system of [security deletion]. In other cases it may be
specifically for a brand new system.
Senator ProxmIrE. So the answer is we don’t really know.
Mr. Dok. Exactly.
_ Senator Proxmire. Does the table showing annual weapons produc-
tion include weapons transferred to other countries? If so, can you
{_)ré)lw;ie a breakdown of foreign transfers for the years covered in the
able?
Mr. Dok. Yes, sir. That production table does include transfers.
Senator Proxmire. Can you break that down for us for the record ?
General WiLLiams. Yes, sir, we can do that.
[The following information was subsequently supplied for the
record :]

MAJOR SOVIET ITEMS OF NEWLY PRODUCED EQUIPMENT FOR SOVIET FORCES
Soviet Military Production Without Exports

1977 1978 1979 1980 " 1881
Ground force materiel:
Tanks 2,200 2,000 2,000 2,500 1,400
Other armored VERICIES ..........ooocvverervvececesrsessmnssnnns 13,700 14,400 14,500 14800 - 14,000
SP field artillery 900 400 100 50 150
Towed field artillery 1,000 1,100 1,200 1,000 1,400
Mutiple rocket FaUNCHTS........coeecrecreserererenceereenes 300 200 200 300 400
SP AA artillery ., 200 200 100 100 200
~ Towed AA artillery 0 0 0 0 0
. Infantry weapons (thousands) 2349 2 450 2 450 2398 2 400
Missiles: .
ICBM’s . 300 200 200 - 200 200
IRBM's 3 100 100 100 100 100
SRBM's 200 250 300 300 .300
SLCM's 600 600 100 700 750
SLBM's R V] 225 175 175 175
ASM's 1,500 1,500 1,500 1,500 1,500
SAM's 1 2 50,000 2 50,000 250,000 2 50,000 2 53,500
ATGM's 1 235000 - 235000 2 40,000 250,000 2 60,000
Aircraft:
Bombers 30 30 30 30 30
Fighters/fighter bombers .............cooooooooeeerevvevrsrn. 750 950 700 750 150
Transports 350 325 350 350 325
Trainers 10 5 0 0 0
Helicopters 850 600 600 650 650
CommunicationS/UtilitY............ecerrrerererrrerrerereesesssses 100 100 100 100 25
Naval ships:.
Submarines 10 12 1 12 9
Major combatants 10 10 - 9 9 -1
Minor combatants 27 26 27 33 25
Auxiliaries 6 4 7 8 3

1 Includes between 600 and 800 vehicles imported yearly from Eastern Europe. . .
2 This represents total estimated Soviet production and it is not known what percentage was exported to other Warsaw Pact countries, or Third
World countries. It is not believed that more than 2 to 5 percent were exported.

SIGNIFICANT SLOWDOWN IN PRODUCTION OF SOVIET TANKS AND
ARMORED VEHICLES IN 1981

Senator Proxmire. The table shows a significant slowdown in the
production of tanks and other armored vehicles in 1981. What is the
gxplana,tion for that? You pointed out that there were some slow-

owns.
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General WiLLiams. As the Soviets go to a more highly sophisticated
kind of weaponry they have not been producing those in the same
numbers that they have been producing the earlier models of tanks.

Mr: Dziaxk. 1 think part of that has to do with the follow-on models,
sir, that involve new technology, which is a much more costly and
time-consuming operation. :

Senator Proxmire. The same problem we have in our fighter planes,
for instance.

General WirLrams. That’s right.

Senator Proxmire. I know that at the end of World War IT we were
producing over 10,000 a year. In 1944 we produced 10,000. This year
we will produce about 250.

General Wirriams. That trend seems roughly correct, but I do not
have those figures with me.

Mr. Dziax. It is much more complicated.

Senator Proxstige. And much more expensive. '

General Wirriams. One thing they have also done is try to reduce
the number of people in those tanks so that they can stretch their man-
power a lot further too. If you reduce the crew by one, that’s a 25
percent saving. They have made some significant changes in their
approach to it. Basically it is the more sophisticated and more costly
units replacing the less sophisticated ones.

Senator Proxmme. I am a little puzzled that you are not prepared
to make estimates of the cost of Soviet military activities for 1981.
Usually they are completed by this time. What is the explanation and
when will they be available?

Mr. Doe. The estimates for the Soviet side have just been made. The
computer runs were made recently, and we haven’t adjusted those raw
figures to come up with the final figures.

Senator Proxmire. But why are they so late? You usually have them
the first of the year, January or February, for the preceding year.

Mr. Dok. [Security deletion.]

Senator ProxMire. What office is that ?

Mr. Dok. [Security deletion.]

y Senator ProxMIrE. It is hard for me to believe you had a reduction in
orce.

General WiLLiams. I don’t think we are cutting that back. I don’t
think he is saying it is a reduction in force; I think it’s an increase in
the total requirements. We do not have that many analysts for those
kinds of things.

Senator ProxMire. It is such a eritical number, and we would like to
have it up to date. I would think that would be very helpful. We are
6 months behind now. You say it is coming on now, but that is still a
6-month lag.

Mr. Dok. It seems likely that the director of CIA can provide those
figures to you when he appears before you.

Senator Proxmire. They are not currently available to anybody in
the Government, is that right, until the middle of the year? So thatisa
real loss, it seems to me, in military intelligence.

General WiLrLiams. Yes, sir. That is one area in which my agency has
not maintained those kinds of figures in recent years.
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Senator Proxmire. In the past, whatever figures we have gotten we
have gotten on a more timely basis.

General WiLLiams. Yes, sir. I realize that. I will talk to the DCI’s
people and see if we can speed it up or get you an explanation. Right
now I do not have the figures.

Senator Proxmire. Doesn’t your agency make estimates of the cost of
Soviet military activities?

General WiLLianms. Yes, sir.

Senator Proxmire. Do you have those up to date?

General WiLLiams. Well, insofar as we have the data. We do not have
all that data. We do depend a certain amount on CIA for those figures.

METHODS OF ESTIMATING SOVIET MILITARY PROCUREMENT

Senator ProxmIre. As you know, there is a disagreement among
analysts over the way to estimate Soviet defense spending in rubles.
Some DIA analysts prefer the indirect approach, using Soviet-
published statistics on machinery output to derive the residual that
goes into military hardware. If that approach is valid, how do you
explain the fact that the Soviets keep their defense outlays a secret and
yet permit them to be derived from other economic statistics?

Mr. Dok. There is a great deal of uncertainty regarding the absolute
numbers that we use in these alternative methods of estimating Soviet
military procurement. It is a very involved process.

Senator Proxmire. When you say uncertainty, does that mean you
don’t know whether it is valid or not, your estimates are correct or not,
they may be accurate or they may not be?

Mr. Dok. We believe that there are wide ranges of possible error in
the results of those calculations. However, we think that they do indi-
cate trends over time when properly adjusted and understood. There

—

are a variety of alternative methods by which you could estimate Soviet
ilitary activities, [Security deletion. ]

Senator Proxmire. Well, if it is a secret for them, why should they
publish data at all that would be able to be translated by us into a
reflection of their expenditures? .

Mr. DoE. The data that we utilize in this process is vital economic
data for a centrally planned economic system. [Security deletion.]
beWe (slxlso use data on [security deletion]. All these numbers have to

used.

Senator ProxMIre. I realize that. My question is that it looks bad
from their standpoint. If they are anxious to keep these figures secret,
why would they provide information from which we can derive judg-
ments of value to us? Because they don’t want us to make them ac-
curate, :

Mr. Dok. T am sure that they believe that those estimates that we
produce based on their data are imperfect. We also believe they are
imperfect. .

Senator Proxmire. Well, if we both agree that they are imperfect,
which is another way of saying they are not true or accurate, what
good are thev? .

Mr. Dok. There are degrees of imperfection. No estimate that we
make is perfect, to my knowledge. I am not aware of a 100-percent
confidence estimate.




Senator Proxmire. Well, I am not asking for 100 percent. I just
wondered what value they are. A great deal of debate on the floor of
the Senate, for example, and policy determinations, I am sure, in every
administration depends on what efforts the Soviet Union is making
in their military. And again and again and again you run into the
argument, well, they’re spending a whale of a lot more money than
we are, not only in relationship to their economy, but in absolute
terms. I take it that that is a guess. It could be a lot more or it could
not be a lot more.

General WrrLriams. Mr. Vice Chairman, there are a number of official
Soviet publications. An astonishing amount of unclassified data goes
into the Soviet planning system. [Security deletion.] We may not sec
as much as their planners do. Therein lies a degree of imperfection.

As the analyst said, trends are probably as important to us as any-
thing else, and if we try to measure these trends over time, we think
we have more competence there. [ Security deletion.]

Senator Proxmire. But all we can do in the trend is to know that
they are producing more or less.

General Wrrrtams. That’s true. _

Senator Proxyire. Lately it has been more, but we don’t know how
much more really, do we? We can’t be very precl ccurate on that.
General WiLLIaMS, No,but we make the best judgments we can base
upon the amount of information we can get our hands on. There are

imperfections in that.

Senator Proxyire. Some analysts believe the indirect approach is
unreliable because of the wide margins of error involved in subtract-
ing from machinery output, the correct amounts for producer durables,
consumer durables, and all the other amounts necessary to devise the
residual for military hardware. What is your view?

General WiLianms. Sir, I am not an economist, and T have to defer
to somebody else.

Mr. Dok. Yes, sir. There are significant possible ranges of error
around everv number Involved in that parficular type of a tesidual
calculation. We think we have a fair idea of what those ranges of pos-
sible error are. We understand that the problems are with each of the
numbers used.

Senator Proxmire. Well, wouldn’t it be wise, then, for us to just
judge this whole estimate as unreliable?

Mr. Dok. I think that would be to ignore some valuable implica-
tions. at least, that you can draw from that data.

Senator Proxmire. Well, if the implications are untrue, inaccu-
rate——

Mr. Dok. T think that they are accurate within a measure of error.
Over time vou can narrow those ranges of error.

Senator Proxuire. You can say that about almost anything.

General Wrrrrams. But if you will follow that reasoning a little
bit, further, Senator, then we would just disregard all the data from the
Soviet TTnion and say that those statistics are unworkable, and then
we wouldn’t do any analysis.

Senator Proxmrre. What margin of error would you assign to it?

Mr. Dok. As a very rough guess, which is not supported by any sta-
tistical analysis, I would say that the potential for error is perhaps
plus or minus one-third.
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. Sertlator Proxuire. Very good. Thank you. That’s what I wanted
o get.

OVERESTIMATING OR UNDERESTIMATING SOVIET WEAPONS

Can you cite specific examples of Sovict weapons that may be over
counted or under counted by the intelligence community and discuss
whether such problems significantly influence the yearly cost estimate
of Soviet spending? ’ :

General WiLLiams. I know personally that we have a terrible time
counting [security deletion]. How that relates to the economic process,
I would defer to the analysts. But we do know that we have a terrible
time counting the total number of [security deletion] in the Soviet
inventory [security deletion].

How that impacts on our economic estimates, I would like to defer
again to the analysts.

Senator Proxyire. Let me ask this first. Are we over counting or
under counting the Soviet [security deletion] production? I guess
you don’t know, and you take a midpoint. is that right ?

General Wirriams. As vwe have seen in the past, we have [security
deletion].

Senator ProxMire. In the past we have [security deletion].

Mr. Dok. If the question is how much difference does that make in
the accuracy of the dircet costing methodology, it is relatively little.
There are, of course, ranges of error that we have to take into account.
What we find is that we can go back, say, 10 vears and look at what we
estimated then for the quantities and what the value trends were. Say
that in 1970 we said that there were  thousand aircraft produced. Now
with 10 years of looking at what their inventories did, what their ex-
ports did, we go back and check those numbers. Those numbers look
pretty good. Some of them are high estimates; some of them are low
estimates; on average they are quite good.

Senator Proxmrr. Last vear the Defense Department issued a
document entitled “Soviet Military Power.” followed by a publication
by the Soviet defense military entitled “From Whence the Threat.”
I would like you to comment on the chapter in the Soviet publication
concerning the East-West military balance, in particular the tables
and figures which lead the Soviets to conclude that there is a balance
between NATO and Warsaw Treaty countries, and point out any
places where the Soviet figures are incorrect.

. General Wirriams. I would like to do that for the record and supply
it to you in detail, sir.

Senator Proxyare. All right.

[The following information was subsequently supplied for the
record :] ’

ACCURACY oF “WHENCE THE THREAT T0 PEACE”

The Soviet document “Whence the Threat to Peace” is Moscow’s most recent
propaganda effort designed to support the anti-INF campaign. Like its predeces-
sor, “The Threat to Europe,” it is a highly sophisticated study that is presented
in a fashion to infiluence the reader, primarily educated. middle class West
Europeans. The 78-page document is published in seven languages, including
Russian and English. It is highly readable. persuasively argued, almost free of
communist jargon, and presents the reader with numerous tables of comparative
order of battle data. The purported aim of this document is to present a “com-
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parative” and “objective” analysis of the strategic and conventional military
balance between the U.S. and the U.S.S.R. The real aim is to provide a sophisti-
cated propaganda vehicle focused at undermining continued Western European
support for the Atlantic alliance.

As with all Soviet propaganda, the document attempts to portray the United
States as “aggressive,” “bellicose,” “imperialist,” etc., while indicating that the
U.S.8.R. is “rational,” “reasonable,” “committed to peace, and world understand-
ing.” Each position is backed by numerous quotations to support the argument,
with special care taken to exploit the openness of Western society by quoting
from Western sources wherever possible.

The general thrust of the document is that the U.S. seeks military superiority
for its “strategy of aggression.” It contests the idea that the U.S.S.R. may have
surpassed the United States in military strength, and quotes Defense Minister
Ustinov as stating that a “rough parity” exists between the two countries. While
it acknowledges that some quantitative advantage accrues to the Soviet ground
forces, the booklet reminds the West of “China with it growing nuclear potential
and the largest army in the world.” It attempts to alleviate any doubt whether
there is rough equivalency by, allegedly, quoting Chancellor Schmidt: “American
politicians are trying to create the impression that they are determined to restore
the balance whatever the cost. In my view, the balance hasn’t in fact been upset.”

The U.S.S.R. is said to be peace-loving, and a state that never violates inter-
national law, treaties or agreements; Leonid Brezhnev assures the reader of this.
The pamphlet also follows a recent propaganda line intended for Western readers
that victory in nuclear war is impossible, rules out first strike as a Soviet strat-
egy, and speaks of the defensive nature of Soviet doctrine. The booklet attempts
to draw attention away from the Soviet leadership’s view that its forces are
designed, developed, and deployed in order to be able to fight, survive, and win
in war, regardless of the means or geographical area of combat.

As in any propaganda document, a number of incomplete arguments are in-
cluded. For example, the map on pp. 22 to 23 is presented as an example of U.S.
force projection capabilities. In reality it is little more than a demonstration
of geostrategic realities in which the U.S.S.R. is a continental power and the
United States an oceanic power.

(It is for this reason that Soviet improvements in naval capabilities are so dis-
turbing to the Western alliance, because they are not offset by compensating
improvements in Western continental capabilities.)

On pp. 25-28, the Soviet authors discuss U.S. overseas bases, yet this purported-
1y objective examination fails to point out that shortly after the U.8. withdrawal
from Vietnam, Soviet naval units arrived, and established a permanent presence
at Cam Ranh Bay. Nor does it mention Soviet use of casernes and airfields in
Eastern Europe, or facilities in Cuba, Yemen, Ethiopia, and Guinea.

On pp. 28 to 29, the Soviets argue that the U.S. is attempting to achieve
military superiority by using “its material and financial resources and its man-
power to the maximum degree.” A true comparison of U.S. and Soviet defense
expenditures as demonstrated in percentage of GNP reveals that the U.S. devotes
6 percent of GNP to defense while the Soviets devote roughly 15 percent of their
GNP. .

On pp. 65-69, the Soviets significantly understate the number of their nuclear
delivery vehicles for use in Europe and make no mention of the availability from
other areas of the U.S.S.R. At the same time they include in the NATO count
U.S. carrier-based aircraft. Similarly, on p. 69 the Soviets refer to 8,000
U.S. and NATO tanks in storage but make no mention of any Soviet or War-
saw Pact tank storage figures.

Much of the effort of the piece is focused on the terror of nuclear war. Exten-
sive efforts are made to catalogue improvements in U.S. strategic weapons, and,
so that the reader does not miss the central point, the authors explicitly argue
that these developments, as well as follow-on improvements such as INF or the
neutron bomb, have made Europe hostage and could result in Western Europe
becoming a nuclear battlefield and wasteland while the U.S. remains untouched.
The comparisons of forces are carefully depicted and reveal no Soviet data here-
tofore unknown. Carefully orchestrated throughout each section is the theme
that the United States is at fault for the threat to global peace.

The accuracy of the Soviet figures presented in the East-West military balance
section of the publication “Whence the Threat to Peace” is extremely difficult
to determine. The figures range from being understated by as much as 20 percent
for the medium-range threat, to being very close to the published unclassified DIA
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order of battle for the Navy. The problem is further compounded by the
lack of explanation of the counting rules the Soviets used to produce the figures.
The tables below provide the various Soviet figures stated in the publication and
the DIA holdings at about the time the Soviet publication was produced.

[The tables referred to are security deletions.]

ALLEGED U.S. IMBALANCE IN NUCLEAR ARMS

. Senator ProxMire. The Soviets argue that when Salt IT was signed
in the summer of 1979 there was a consensus that a strategic nuclear
balance then existed. Within 2 years President Reagan began alleging
that no parity existed and that the United States had fallen behind
in nuclear arms. Yet nothing had happened in the interim to create
such an alleged imbalance. How would you respond to that?

General WiLriays. I think that in the last 2 years one of the most
startling things that we have seen occur is the continued deployment
of the Soviet SS-20 IRBM’s, the mobile ones. They are being deployed
at a_continuing rate even as we talk here, and that has constituted a
significant change in the balance. We don’t have anything like that.
Ours have not been deployed. They are in the talking stage. So we
are talking about an actual being versus a theoretical being.

[Security deletion.]

Senator Proxmire. How do you respond to the Soviet argument that
there is a balance of medium-range nuclear weapons in Europe because
each side has about 1,000 units when one considers all the main missile
and airborne nuclear weapons of NATO countries capable of reaching
Soviet territory from Western Europe and adjoining areas?

General WiLLiams. I would like to defer to Mr. Dziak, sir.

Mr. Dziaxk. Sir, this is one also where we get into more or less a net
assessment between the U.S. systems and NATO systems and the
Soviet systems. We have not seen, especially in that book, for instance,
that they have given candid representation of all systems available to
the Soviet Union from the Warsaw Pact. Many of the presentations
in that book and in other places that they use are really subject to
scenario-dependent situations. They don’t address the issue of resupply
for the Soviet Union; they don’t address the issue of the Western
military districts or some of the more interior military districts where
you also have nuclear capable assistance. ) .

I think this also might be one that we could address in the written
response analyzing “whence the threat.”

Senator Proxmrre. Does the recent success of Israeli forces show
that U.S. weapons are superior to Soviet weapons, at least In some
respects, and suggest that perhaps there is a balance of conventional
forces in Europe? o

General WirLiams. Sir, we don’t in DIA do any examination of the
technical characteristics of U.S. or friendly weapons on a net assess-
ment basis. It looks like the Israelis have been outstandingly success-
ful, but T am not prepared to address the equivalency at this time. That
will have to wait until the Department runs some kind of an evalua-

tion.
BUILDUP OF SOVIET FORCES ON THE CHINESE BORDER

Senator Proxmire. One more question before you might go into the
Chinese situation. The buildup of Soviet forces on the border with



China it seems has been going on since the early 1960’s. How do the
Soviets justify or explain this buildup? Was there any increase or
letup in the buildup in 1981°¢

General WiLLrayms. The Soviets have always regarded the Chinese
as a major threat to their well-being. They see those millions and
millions of people as posing a potential threat. [Security deletion.]

So it is a historic thing, one which they regard as continual. The
trend continues, but at a gradual pace.

Senator Proxmire. All right, sir. Go right ahead.

General WiLLiams. I would now like to shift my focus to a brief
discussion of the economic trends in the People’s Republic of China.

[Slide 29 follows:]
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General WiLriams, Although it has now been almost 6 years since
the death of Mao Zedong, the new Chinese leadership continues to be
confronted by deep-rooted economic problems. The recent economic
trends highlight these difficulties and illustrate the approach that

Beijing is using in its attempt to reach solutions.
[Slide 30 follows:]
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General WiLLiams. During this last 6 years the Chinese economy has
demonstrated mixed results with some sectors such as light industry
and tourism growing rapidly while agriculture and other areas have
shown little overall improvement. There are also reports that indicate

that parts of heavy industry and energy suffer from stagnation and

even decline.
[Slide 31 follows:]
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General Wirriams. Overall the economic problems of unemploy-
ment, inflation, a continuing budget deficit, and inefficient management
have combined with low labor productivity, energy shortfalls, trans-
portation bottlenecks, and structural imbalances to prevent substantial
improvements.

[Slide 32 follows:]
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General WiLLrams. Last year’s economic performance is an example
of how the Chinese were only partially successful in coping with the
economic realities of attempting to expand their economic base with
insufficient resources. Although economic growth was predicted to be
about 5 percent, the actual increase was only 3 percent. However, with
a population growth of about 14 million, the per capita increase was
only about 115 percent, a very modest improvement.

The other key economic indicators show that the policy decision to
emphasize light industry resulted in a significant gain for that sector
while the heavy industrial and energy sectors actually declined.

[Slide 33 follows:]

China Energy Production
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_General Wirriams. To a large extent energy production is the most
disappointing economic sector in China. The oil industry especially
has been highly touted as a panacea for Beijing’s problems. All three
of the major energy sectors—coal, oil, and gas—have declined for
the second consecutive year. Increased energy output is needed not
only for expanding domestic demand, but also as an export. Without
oil and coal sales the People’s Republic of China will not have suffici-
ent hard currency earnings to pay for vital Western technology and
equipment.

[Slide 34 follows:]
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General WiLLiams. In addition to lagging energy output during the
last 2 years, China’s policies regarding economic aid are also indica-
tions of the difficulties being confronted. New economic aid extensions
In 1981, for example, were a record low of only $80 million. At the
same time, Chinese requests for grants and low interest loans from in-
ternational financial and economic development institutions intensified.

It is evident that Beijing’s pragmatic leadership recognizes the
benefits of such low cost or free funding and is attempting to obtain
as much as practical.

As a corollary, military aid extended by China in 1981 was the
largest ever but was 100 percent sales with no grant aid provided. This
compares to several recent years when over half of China’s military
assistance was by donation.

[Slide 35 follows:]
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General WiLLiams. An integral part of China’s overall economic
picture is the level and trend of defense expenditures. As can be seen,
the announced budget for 1982 shows an increase of 1 billion yuan after
2 years of decreases. Although it is possible that these figures are a
reasonable reflection of the direction costs are going, the order of mag-
nitude has relatively little meaning. It is almost certain, for example,
that military research and development outlays are in the education
and science portion of the national budget. In addition, other defense
expenditures such as procurement, construction, and retirement pay
are also probably not in the allocation announced by Beijing for the
military.

Although at present a U.S. dollar estimate is not available for the
PRC’s total military budget, the yuan figure based on a direct costing
methodology is approximately twice the announced figure.

[Slide 36 follows:]
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General WiLriams, Even if it is accurate that this year’s total alloca-
tions to the military increased, it appears that there will be no sig-
nificant improvement in the overall status of military programs. In
terms of the national development strategy, defense continues to have
a low priority and except for some special programs the military must
wait for other economic sectors to develop first. In addition, because
of adaptation constraints, rapid improvement through technology
transfers would be extremely difficult. Consequently, military mod-
ernization will continue to be a long and slow process.

[Slide 37 follows:] -
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General WiLLiams. An example of the military’s low priority has
been the moderate level of military weapons production during the
last 5 years. It appears that the Chinese are currently caught in the
difficult position of being reluctant on the one hand to continue massive
procurement of old, unsophisticated systems while at the same time
having both economic and technical constraints against the more de-
sirable modern weapons. : )

In addition, as part of the current economic readjustment program,
Beijing has been compelled to reorganize the military R&D and pro-
duction industries in an attempt to increase flexibility, save resources,
and improve efficiency.

In spite of these recent changes, the Chinese are capable of produc-
ing large quantities of selected military equipment.
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Also, as discussed earlier, Beijing is now actively pursuing the ex-
port market and has been successful in increasing its foreign sales. In
addition to earning valuable hard currency, these sales are helping to
keep defense production plants active. '

_ [Slide 38 follows:]
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General Wirtiasms. The Chinese experience has apparently now
convinced the Beijing leadership that simplistic resolutions to their
complex problems do not exist. In light of their shortcomings, the an-
ticipated 1982 economic growth is a modest 4 to 5 percent. Although
this is higher than last year’s 3 percent, it is considerably lower than
the 7-percent rate experienced during the 1970’s.

During 1982 and at least the immediate future the Chinese people
will continue to be frustrated by low per capita income and by per-
sistent unemployment and underemployment problems.

In addition, with inflationary pressure still strong, the typical Chi-
nese will likely see little improvement in their standard of living,
although the increase of private markets will allow for selective
advancement.

Beijing’s continued attempts to rationally control the economy, how-
ever, should help to ease the problems associated with readjustment
and reform and begin to create conditions for more rapid economic im-
provement in the mid- to late 1980’s.

[Slide 39 follows:]
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Conclusion
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General WiLrrams. It is evident that both the Soviets and Chinese
have economic problems that limit their resource allocation options.
As has been discussed, however, Beijing and Moscow have reacted very
differently to these constraints on their economies. Simply stated, the
U.S.S.R. continues to emphasize the military sector at the expense of
the consumer, while conversely the Chinese have opted to assign the
military a relatively low priority. The presently available evidence
indicates the leaders of both countries fully intend to maintain these
divergent resource allocation patterns.

Mr. Chairman, that concludes my statement. - :

[The prepared statement of General Williams, together with an
appendix, follows:]
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PrePARED STATEMENT OF LT, GEN. JaAMES A, WiLLiaMs*

SUMMARY

Usse

The Soviet Union has experienced slowing economic growth since the 1950s.
During the past two decades the resource allocation pattern has remained fairly
constant: the military has had first claim on resources, particular;ly those
incorporating the newest technology and the highest quality, while the invest-
ment-oriented civilian sector has been expected to a‘chieve. sufficient economic
‘growth to support a slowly rising standard of living and further increases in the
military effort. This approach worked very well, in light of Soviet goals, soO
.-long as the industrial labor force Increased rapidly, the industrial 1ﬁrasttuc—
ture was new and increasingly productive, mechaniéation and expansion of arable
land raised agricultural output, and workers couldfbserve improvements in their
living standard. ‘

By the end_ of the 1970s, the Soviet ecbnamy had ceased to obtain the growth
rates necessary to support both rapid increases in military outlays and steady
improvements in the lives of the average citizen. Agricultural outpuf stagnated .

and even declined, . infrastructure, such as transportation, was overloaded,

workers* di ds for coi goods were not being met, the growth of the labor

force was falling off, new capital investment was becoming less efficient rather_
than more productive, and the Soviet ability to meet domestic and foreign hard
currency demands was declining. In contrast, the growth of the military effort
continued, with the reéult that a rising share of economic output was being
allocated to the military.

The Soviet leadership has not addressed these trends effectively in the
Eleventh Five-Year Plan (1981-1985). Even after the revisions of the Plan during

1981 in response to changing conditions, Soviet leaders have not discovered the

*This document is a.product of the Directorate for Research. Major contributors in-
clude the Strategic Defense Economics Branch, the Military Materiel Production Branch,
and the Energy Branch.
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fomula' for attaining both :theiz economic and military goalé simultaneously.
Available evidence indicates tbg military will continue to receive additional
resources even as the civilian economy expands at very low rates. The result of
cuttent; trends will be an increasing military burden.

FRC .

Like the Soviet Union, the People'’s Republic of China has severe economic
prodblems that slmrplg.limit its resource allocation options. Beijing and Moscow,
however, have reacted very ;ﬂft'erently to these constraints on their economies.
while the USSR continues to emphasize the military sector at the expense of the
'c:onsu'met, the PRC has opted to relegate the military to a relatively low priority
after agriculture, light and heavy industry, and science and technology. This
dev.elopment scheme 1is designed to first modernize the civilian sectors of the
economy and then, after a broad, firm b._ase has been established, emphasize
defense buildup.

An intégtal aspect of chines;e military modernization is 'the expenditures
that Beijing hés allocated to the defense sector. Announced annual figures are
now availabie from 1977 to 1982 and are believed to be a rough ii)dicatorbo‘f thé
cost.trend. An Increase in 1982 comes after two years of decline and does not
significantly alter the long-term tendt-ancy of moderate outlays. In addition, it
is very evident that the announced figﬁtes exclude major portions of the total
defense allocations, probably understating actual outlays by about half.

An example of the military's low priority has been the moderate level of
weapons production during the last five years, €.g., only 165 aircraft and 15
ICMBs in 1981. The Chinese are caught In the difficult position of being
reluctant on the one halnd to continue maésive brocurement of old unsophisticated
systems, while at the same time having both economic and technical constraints

against adopting the more desirable modern weapons.
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Even though emphasis has been placed on the non-miiitarg sectors of the
chinese economy, overall performance in these areas in 1981 was not particularly
noteworthy. Economic growth was predicted at about 5 percent, for exémple, but
was officially only 3 percent at the end of the year because of adverse problems.
Specific sectors where d.iffiéult.ies were particularly acute were energy which
declined 1.5 percent and heavy industry which decre;ased 4.5 percent dbelow the
1981 performance. The problems that h;ve haunted tfhem throughout the post-Maé
era--inflation, unemployment, poor labor productivity, budget deficits, and so
forth--continue as unresolved obstacles.

During 1982 the Chinese will continue to be frustrated as per capita income
remains low and umemployment and other problems persist. Although some indivi-
duals are benefiting from the opening of a mixed market economg‘? the vast
majority of Chinese will unlikely see little improvement in their standard of
1living. Beijing's cént:lnued attempts to rationally control the economy,

however, should begin to create conditions for more rapid improvements in the mid

to late 1980s.
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DIA/VP
29 Jun 82

" RESQURCE ALLOCATION TRENDS IN THE
" SOVIET UNION AND CHINA - 1982

1. INTRODUCTION

This statement examine§ economic and military resource allocation trends in
the two largest Communist countries, the Union of Soviet Socialist Republics
(USSR) and the People's Republic of China (PRC). Economic growth in both
countries during the 1980s will be significantly below that achieved in pést
decades. The optimistic expectations held by Soviet and Chinese leaders will be
increasingly difficult to meet.

Soviet growth prospects are poor due to aging industrial infrastructure,
perennia]A agricultural difficulties, low incentives for workérs, slow labor
force growth, inefficient capital investment, and deteriorating ability to meet
the hard currency requirements of both the domestic economy and client states.
The Soviet ]eadership has not adopted reform measures to deal with these economic
problems, but has instead maintained the prominence of the military in the
resource allocation process. '

- The Chinese economy is continuing its turbulent readjustment and reform
period which will 1ikely last to at 1ea.st the mid-1980s. As Beijing attempts to
solve, or at least alleviate, its numerous problems, the economic priorities have
been revised and a long-run approach to mod'érnization has been adopted. The
Chinese leadership now recognizes that the complex difficulties that plague
their economy cannot be overcome by slogans and simplistic solutions. It can be
expected that given the competing demands for 1imited resources and the conscious
4 de_cis‘lon to have the civilian sectors take precedence over defense, military

modernization will continue to be long and slow.
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2. SOVIET ECONOMIC TRENDS

The year 1981 witnessed major shortfalls in production levels in virtua11y.
all areas of the economy. Using the Western concept of gross national product at
constant prices, the Soviet economy grew only 2 percent during 1981. The Soviet
measure, national income in current prices, rose 3.2 percent, but this figure
overstates true growth (table 1).

Output trends in 1982 have continued to slide (table 2). Only natural gas
among major industrial commodities is showing significant growth.

a. Industry

Cbndjtions in the country's industrial sector, the traditional
pacesetter, reflect an unusual degree of disruption from bottlenecks and poor
labor productivity. Indestrial growth {Western concept) slowed from three per-
cent annual growth in 1980 to oﬁ]y two percent in 1981. This decline in growth
was highlighted last year by shortages and delays of materials and products
essential to both civil and defense production. These shortfalls were attributed
to lack of materials, including metals, fuel shortages, and _transportation'
disruptions. In many cases, chaotic conditions in the Soviet rail system were
responsible for the disruptions. The need to move large quantities of grain and
potatoes on a priority basis imposed a great strain on scarce rolling stock. The
combination of rail bottlenecks, rolling stock shortages, and lack of materials
became self-reinforcing and had an impact on all manufacturers.

The underlying reasons for these developments are directly related
to Soviet investment decisions throughout the 1970's which consistently directed
capital to heavy industry, especially the machine building sector with its large
defense output. While Soviet military output has always had first priority, the
cost of denying resources to the transportation, energy, chemical, agricultural

machinery and food processing sectors is now being felt.
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Category
National Income

(bi1lion rubles,

comparable prices)
Steel (million tons)
Iron Ore {million tons)
0i1 {million tons)
Coal (million tons)
Natural Gas (billion m3)
Cement (million tons)

Freight Turnover .
(trillion ton-ki1ometers)

Fabrics.(billion m2)

Timber (million cubic meters)
Meat (million tﬁns)

Milk (million tons)

Eggs (billions)’

Grains (millfon tons)

Table 1
Soviet Economic Performance: 1981
(preliminary data)
Output Output Percent Growth
in 1980 in 1981 Over 1980*
437 451 3.2
148 149 0.4
244 242 -0.9
603 609 0.9
716 704 - =2.0
435 465 7.0
125 127 2.0
6.2 6.3 2.3
\
10.7 11.0 2.0
275 247 -0.3
15.0 15.2 1.0
90.9 88.5 -2.6
67.9 70.9 4.4
189 160 -15
(approx.)
9.7 9.6 -1.0

Cotton (million tons)

*Some percentages are based on rounded output figures.
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Table 2

January-April 1982

(preliminary Soviet data)

Category
Industrial Output

Steel (million tons)

0i1 (million tons)

Coal (million tons)
Natural Gas (billion m3)
Cement (million tons)
Fabrics (million m?)
Timber {million r:3)
Meat (million tons)

Milk {million tons)

Rail Locomotives
{thousand horsepower)

Mainline Freightcars (thousands)

Output in

4 months of 1982

Not available
49.3
200.0
247.0
166.0
29.1
3.8
110.0
2.6
8.3
2,494.0

20.4

Percent Growth

Over 1981

2.1
-3.0

0.2

0.1

7.0
7.0
-0.1
-0.2
2.0
-1.0
4.0
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b. Agriculture
At the forefront of the deteriofating economic situation has been

the further decline in food availability in an economy where such shortages were
already common. After years of increased stress on agriculture, the Soviet Union
is facing the worst food situation the Brezhnev regime has ever experienced.
.More importantly, food shortages are the most severe in the memory of that vast
majority of Soviet workers whose adult experience is confined to the past twenty
years.

The poor crops in 1979, 1980, and 1981 were caused by numerous
factors other than bad weather. Fertilizer production shortfalls, failure to
remedy the problems of repair that have kept as much as 50 percent of harvesting
equipment idle, the lack of incentives for maintenance that makes it necessary
fdr 80 percent of new soviet tractor supplies to go for replacement of retired
tractors in some areas, inadequate storage facilities, and the unavailability of
-covered failcars for transportation are some of the problems. The availability
of meat and dairy products at state stores is normally erratic and long lines are
common.

Soviet efforts to partially offset food shortages through continued
massive imports have led to record purchases of grains, meats, wheat flour,
butter and other products. The importation of record levels of processed foods
shows that the Sovie@ crop failures were impacting directly on consumers and not
Just the livestock sector as has often been the case in the past.

Table 3

Soviet Grain Imports
(millions of metric tons)

) . Preliminary
1976/77 1977/78 1978/79 1979/80 1980/81 1981/82
10 18 15 30 35 45

11-260 0 - 83 - 5
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Rising food purchases, both for domestic consumption as well as for
client states, has also led to record hard currency outlays, now ylell over $10
billion per year. .

The Soviet leadership addressed the food problem at a special Par;ty
Central Committee Plenum in May 1982. The result of the Plenum was largely a
reaffirmation of long-standing policies with a few relatively minor changes at
the margin. Geperal Sécretary Brezhnev described the Soviet agricultural policy
followed since 1965 as

a scientific policy, a correct
policy, from which we did not
depart, nor will depart. '

' a'fhe new program adopted at the Plenum calls for subsidies to agricul-
ture over and avbove the current 30 billion rubles, or 10 percent of the entire
country's budget. In 1983 alone, some 16 billion rubles are to be added to
subsidies on food production, r‘dugh]y 11 billion rubles in -‘long-tertﬁ credits to
farms will be cancelled and exempted: from repayment, and 3 billion rubles will be
invested in improvements to rural living conditions.

Brezhnev also discus;ed the formatfon of regional agro-industrial
organizations (RAPOs). While purportedly meant to decentralize decisionmaking
and improve the responsiveness of agricultural entities to diverse local condi-
tions, the RAPOs may end up as simply another bureaucratic layer in the
managerial/planning system. Until implemented on a wider scale than at present, .
the RAPO's effectiveness cannot be judged. 4

Overall, there were few changes in resource allocation as a result of

the Plenum. Agriculture's share of investment will remain at 27 percent, roughly
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where it has been for the past decade. Somé increased investment in industrial
sectors producing agricultural machinery was already scheduled, but the long lag
fimes involved will delay any noticeable impact until the late 1980's. True
reform in thelSoviet Union's weakest sector has been avoided once again in favor
of marginal, and probably ineffective, changes.

c. Failure of Economic Strategy

The Soviet economic formula was one by which wages were to be
increased as an incentive for harder, higher quality work. The plan failed when
the regime was not able to provide the food and other consumer goods to even
approach satisfying demand. This pent-up demand is f1lustrated by the growth of
savings deposits at a rate of over 10 percent annually during 1975-1981, in sharp
contrast to wage increases of 2.8 percent annually. 2

' Table 4

Individual Savings Deposits
(bilTions of rubles; current prices)

1975 1976 1977 1978 1979 1980 1¢81
91.0 103.0 116.7 131.1 146.2 157 166

d. Capital Investment Trends

A major component of Soviet economic growth strategy has been to
create massive amounts of new fixed capital for the labor force to utilize in
raising output levels. Capital investment has consistently absorbed over one-
fourth of Soviet economic output during the post-war years and has risen as shown

below.
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Table 5

Capital Investment and Unfinished Construction
(bi1Tions of rubles; Soviet comparable (mixed) prices)

1965 1970 1975 1979 1980 1981 1982
: (preTiminary)(pTan)
Total Capital 56.0 80.6 112.9 130.6 133.5 138.0 137.4
Investment : :
Average Annual - 7.5 71 .7 2.3 3.4 -.3
Increase (%) .
Unfinished 29.6 52.5 76.7 106.4 105.1 108.1 -
Construction
Average Annual - 12.2 7.9 8.5 -1.2 2.9

Increase

However, the real output capacity of Soviet capital has been dropping
even as the value of 1nvestmeni rises. Soviet economists point to numerous factors
that iontributed to the falling productivity of capital: the need for extensive
retooling of old equipment; worsening conditions for extracting minerals,
petroleum, and other raw materials; increased investment in environmental protec-
tion equipment; poor results from large investments 1n.agr1cu1ture; and, the failure
of the work force to take advantage of the new equipment to raise productivity.

‘A contributing factor in the decline of output received per unit of
capital is the continuing rise in unfinished construétion; After a slight drop in
1980, the volume of unfinished construction rose sharply in 1981.

The meaning of these trends fs that even though the value data indicate
substantial increases in additions to fixed capital in recent years, the increments
to the capital stock in at least some sectors are falling in real terms. While
further research is necessary to define these trends more precisely, it is clear
that the rising costs of capital are driving Soviet economic growth potential

downward from its already low level.
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In sum, the real quantity of neﬁ capital added to the Soviet produc-
tion base annually has not been rising at nearly the rate shown by the raw data,
and may have actually been declining in recent years.

e. Energy Production

Although Soviet oil production continues to grow, the rate of growth
has slowed over the past several years as we predicted as early as 1977. Output
in 1981 was 609 million tons, slightly lower than planned, but about one percent
higher than 1980 production (603 million tons). O0il production for 1982 is
projected at 614 million tons, a growth of about 0.8 percent over 198l. We
‘expect the Soviets to reach this goal.

Natural gas production continues to grow at a rate of around‘seven
percent annually, and the USSR should become the world's leading gas producer
within a few years. Production in 1981 was 465.3 bilifon m3, seven percent
higher than in 1980. Production in 1982 is projected by the Soviets at 492
billion m3, or about six percent greater than 1981 production. We expect 1982
natural gas production to exceed the plan w%th roughly a seven percent growth
rate. It should be noted that Soviet proved, recoverable natural gas reserves
equate to over 200 billion barrels of oi1 and that production is constrained only
by the limits of the pipeline system.

Soviet coal production, despite the world's largest reserves,
continues to fall. After peaking in 1978 at 724 million tons, coal production
had fallen nearly three percent by 1981 to 704 million tons. Plans for 1982 call
for a growth of around 2.5 percent over that of 1981, but it is unlikely that this
goal will be met. Preliminary reports for 1982 indicate that production con-

tinued to fall. Reasons for this continuing shortfall are numerous, but
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mostly have to do with shortcomings in industry infrastructure. Insufficient

coal reserves is not one of the reasons.

Table 6

Soviet Fuels Production

1970 1975 1980 1981 1982 1985 1990
PTanned PTanned PTanned

011 (million MT) 353.0 491.0 603.0 609.0 614 630 630
Natural.Gas (billion m3) 191.9 289.3 435.0 465.3 492 630 780
Co§1 {million tons) 577.4 644.9 716.0 704.0 721* 765% 775*

*Even though coal production plans have been lowered considerably, they
remain unreachable. -If production can be iscreased, a more reasonable 1982
estimate would be 705-710 million tons. However, a more likely figure for 1985
would be 720-725 million tons.

f. Future Energy Trends

We believe the Soviets will achieve their 1985 oil production goal of
630 million tons. This represents an annual growth of less than one percent and
should be éttainable if the Soviets meet their drilling requirements.

Natural gas production goals, currently projected at 630 billion m3
for 1985, should easily be met and will very likely be exceeded if annual
production growth continues at seven percent. Nafural gas is expected to satisfy
an estjmated 32 percent of the Soviet energy requirement by 1985, up from 27
percent in 1981.

Despite Soviet plans to fhe contrary, coal production is not likely
to show any appreciable growth during the current Five-Year Plan. We do not

expeét the production goal for 1985 to be met.
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We continue to expectvSoviet 011 production to level off between 1985
and 1990, with a probable resurgence of growth near the end of the decade.
Natural gas production will continue to grow through 1990 and beyond, making up
for any slowdown in oil production growth. With adequate labor and financial
investment, Soviet coal production can, -between 1985 and 1990, show renewed
growth.,

- g. Yamburg Pige]ine

The "Yamburg” pipeline, scheduled to begin delivering Siberian
natural gas to Western Europe by 1984, is currently under construction.
Thousands. of kilometers of pipe have been delivered and are being laid at several
sites :along the line's projected route. At peak capacity, the line, which will
be almost 5,000 km in length, will deliver up to 40 billion m3 of natural gas
annually.

The “Yamburg" line is but one of six large-diameter natural gas
pipelines slated for construction durin§ this Five-Year Plan. A1l of these lines
originate at the super-giant Urengoy field in West Siberia which, by 1985, will
provide over half of Soviet gas production. Two of the six lines have already
been completed, and construction continues on "Yamburg" and the three other
lines.

The Soviets expect the Yamburg line to be completed by 1984, although
not at peak delivery capability at that time. Pipelines already in place between
the USSR and Western Europe are not operating at full capacity but could be used
to help meet initial delivery commitments. The Soviets expect the Yamburg line

to reach full capacity by 1985.

h. Eleventh Five-Year Plan
The Soviets first published the draft guidelines for the Eleventh

Five-Year Plan in December 1980. During the ensuing eleven months poor economic



68

performance and a perceived need to increase military spending caused major
revisions to the Plan. The final version, passed into law in November 1981,
reduced goals for nearly all civilian sectors while leaving military-related
resources unscathed. Generally, the 1985 goals were set at the lower end of the
ranges cited in the 1980 guidelines. The major exception is capital investment,
which was cut from a range of 711 to 730 billion rubles for the five-year period
to 700 billion rubles (table 7).

Even the revisions could not keep pace with the decline in actual
performance during 1981. The annual plan for 1982 was approved at the same time
the Five-Year Plan was adopted, yet the two documents are inconsistent. A major
tenet of the Five-Year Plan was to have been more rapid growth for consumer-
related industrial goods than for capital equipment used in industry and other
sectors. However, while 1981 resu]ts indicate consumer-related industry grew
three tenths of one percent faster than the capitai equipment sector, the 1982
Plan calls for the capital sector to outpace the consumer sector. In addition,
the capital investment trends are moving in a direction opposite to that mandated
in the Five-Year Plan (table 8).

Table 8

Inconsistency of 1982 and Five-Year Plan Data
{percent change from previous year)

1981 1982
Five-Year Actual Five-Year  Annual
Plan Result Plan Plan
National Income 3.4 3.2 2.6 3.0
Industrial Output 4.1 3.4 3.9 4.7
Capital Equipment 4.1 3.3 3.9 4.8
Consumer Goods 4.2 3.6 3.9 4.6

State Capital Investment 4.0 0.4 -0.7 0.9
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Table 7

Revision of the Eleventh Five-Year Plan
— (1980 = 100)

Original 1985 Goal Revised 1985 Goal

National Income 118-120 118
Industrial Output - 126-128 126
of which:
Capital Equipment' 126-128 ’ 125.5
Consumer Goods 127-129 126.2
Industrial Labor Productivity 123-125 123
‘Capital Investment 112-115 110.4
Agricultural Output* 112-114 113.2
of which:

Grain* ' 116-118.5 117
Meat* 115-118.2 115
Retail Trade . 122-125 122.9

Electric Power (billion Kwh) 120-124 120
0i1 (million tons) 103-107 104.5
Gas (billion cubic meters) 138-147 145
Coal (million tons) 108-112 108

*Average for 1981-1985.
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i. Expectation of Accelerated Growth

The targets set for 1982 and the Eleventh FYP as a whole indicate the

Soviets are counting on accelerated growth to occur in many sectors during 1983-

1985. This acceleration is very unlikely to occur »as labor force growth and

increments to capital investment move lower. Table 9 indicates the growth rates

needed to meet thev FYP target, given complete fulfillment of the 1982 plan. The

11kely result of current trends will be significant shortfalls from expectedl
performance as the Plan period develops. _
Table 9

Growth Needed to Meet Plan Targets, 1983-1985
(average annual rates)

National Income : 3.1 3.5

Industrial Output ‘ 4.0 _ .54
Capital Equipment (Group A) 4.0 ) 5.0
Consurﬁer “Goolds‘ (Grbuﬁ B) ‘ Toaa 5.2

Machinebuilding and 5.7 : 7.7
Metalworking

Freight Turnover 2.6 4.2

J. Technology Transfer

The acquisition of Western technology, machinery, and equipment
‘ remains a continuing high priority for _thé Soviet leadership in the 1980s. These
acquisitions have made a considerable contiibution since 1970 to Soviet military
capabilities, not qnly by means of direct military applications, but also through
improved labor productivity and the qualitative enhancement of the industrial

production capabilities of both defense and defense-related industries. The



71

increased economic effiéiencies resulting from technology transfer are particu-
larly important in the face of the steady deterioration of overall Soviet
economic performance.

The Soviet import strategy for the rapid expansion and modernization
of the Soviet chemical industry is indicative of the Soviet commitment to the
acquisition of Westérn technology and its consequent benefits. The chemical
industry is a méjor defense-related industry, as chemical industry products
include military explosives, rocket fuels, and chemical warfare materiel as well
as feedstocks and semi-finished goods for defense industrial production. The
Soviets have purchased substantial quantities of Western chemical equipment and
related process technology for more than two decades. Between 1970 and 1979,
Soviet chemical.-machinery and equipment imports underwent an eightfold increase.
With Western assistance, Soviet outpup of nitrogen fertilizers and plastics has
doubled in the past decade while output of synthetic fibers has tripled.

The Soviet Ieaderﬁhip has acknow]e&ged and s increasingly concerned
that the current and growing heavy reliance on foreign inputs of techno]ng‘and
equipment has created a strong dependence on the West. This dependence is
apparent not only in the chemical industry, but throughout much of the entire
Soviet economy, including computers, electronics, precision machine tools and
heavy vehicles. Recent Soviet policy statements and decisions indicate a renewed
emphasis upon the need to develop domestic research and development -(R&D) capa-
bilities in 1ieu of technology acquisition abroad. The Soviet leadership,
however, has not instituted the reforms necessary to overcome the constraints on
domestic technological innovation. .The ability to apply basic scientific
knowledge to industrial production has historically been among the weakest links

in Soviet industrial development. The Soviet system lacks the incentives
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necessary to stimulate the ongoing transformétion of the results of pure research
int6 new, more efficient manufacturing processes. The artificial price system,
frequent breakdowns in material supplies, and the varied, numerous and
frequently conflicting bureaucratic measures of effectiveness, as well as
management wariness of the uncertainties of change, all contribute to a
resistance to innovation at the enterprise level.

At the same time, Sov1et.economié development goals are premised on
an intensive growth strategy dependent upon technological innovation. As part of
the Eleventh Five-Year Plan (FYP), 1981-1985, a broad program for the use of new
'technolqu in industrial and economic development has been published. This
program provides .for 170 scientific and technological (S&T) projects over the
next decade; forty-one of these ae to be completed during the 1lth FYP period.
Majo} efforts will occur in the areas of iﬁdustrial robots, automation and
mechanization of manual labor, computer technology, powder metallurgy, lasers,
improved energy acquisition, transportation, and refining. Unlike previous S&T
plans, this plan is said to be directly tied to funding and the allocation of
resources in the 11th FYP. o

Despite the enhanced commitment to ST development, the Soviet need

/fpr’ﬁ;;tern technology and equipment will remain. Western know-how continues to
be required to renovate and modernize the aging capital stock in the Soviet
Union, to stimulate energy development and conservation, and to substitute for
increasingly scarce labor resources. Western technology is of such importance
that Soviet acquis{tions, both legal and i1legal, will continue despite growing

hard currency constraints.
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3. SOVIET MILITARY RESOURCE TRENDS

a. Military Production Capabilities

The Soviet military industrial base is by far the world's largest in
number of facilities and physical size. The Soviet Union produces more indi-
vidual systems in greater quantities than any other ‘nation.

The Soviet industry has grown steadily and consistently over the past 20-
25 years. Its physical growth and the commitment of large quantities of
financial and human resources is its most dynamic aspect, but its cyclical
production is its most important. Production plants appear to be continually
active, suggesting that as old weapons programs are phased out, new ones are
begun, leaving no down times or long periods of layoffs and finactivity. The
cyclical process, the continuing facility growth, and the high rates of produc-
tion keep the arms industry in a high state of readiness to meet any contingency.

Table 10

Soviet Ground Force Materiel Production

1977 1978 1979 1980 1981
Tanks 2,500 2,500 3,000 3,000 2,000
Other Armored Vehicles 4,500 5,500 5,500 5,500 4,500
SP Field Artillery 950 850 250 150 200
Towed Field Artillery 1,300 1,500 1,500 1,300 1,500
Multiple Rocket ’ 550 550 450 - 300 400
Launchers _
SP AA Artillery 300 © 300 300 200 200
Towed AA Artillery 250 100 -- -- --
Infantry Weapons 350 450 450 406 400

(thousands )}



1977
ICBMs 300
IRBMs 100
SRBMs 200
SLCMs 600
SLBMs 175
ASMs 1,500
SAMs " 50,000
ATGMs 35,000
) 2
1977
Bombers 30
Fighters/Fighter- 1,200
Bombers
Transports 400
Trainers 50
Helicopters . 900
Communications/Utility 100
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Table 11

Soviet Missile Production

1978
200
100
250
600
225

1,500

50,000

35,000

Table 12

1979
200
100
300
700
175

1,500

50,000

40,000

Soviet Aircraft Production

1978
30
1,300

400

50
650
100

1979
30
1,300

400

25
700
100

1980

200
100
300
700
175
1,500
50,000
50,000

1980

l’

30
300

400

25
750
100

1981
200

100

300
750
175
1,500
53,500
60,000

981

1981

30

1,350

400

25
750
25
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Table 13

Soviet Naval Ship Construction

977 1978 1979 1980 1081
Submar ines 12 13 12 13 10
Major Combatants - 12 11 11 1 9
Minor Combatants 52 51 53 65 v 44
Auxiliaries 6 4 7 8 4

b. Military Exports and Assistance

During 1977-81, some $35 billion worth of Soviet military equipment was
delivered. The Near East and South Asian countries were the main receipients
with 74 percent of the total. The rapid increase in arms transfers dur{ng this
period can be attributed to: the new Arab wealth following the rise in oil
prices in 1973 and 1974; the sale of more sophisticated equipment such as MiG-23
and MiG-25 jet fighters, IL-76 transports, MI-24 combat helicopters, surface-to-

air missile systems, T-62 and T-72 medium tanks; and, higher Soviet prices.

Table 14

Soviet Military Deliveries by Area, 1954-1981
{millions of US dollars)

East Asia and Pacific 11,410
‘Latin America 3,890
Near East and South Asia 42,380
Africa 5,000

Third World 62,680
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As shown in table 15, Moscow delivered a variety of equipment during the
1977-81 time frame including: roughl